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TAX HEWS
ALBERTA R. CRARY, Whittier, Calif.
New Legislation: The Revenue Act of 
1945, just enacted, will be taken up in detail 
in the February issue.
Social Security Taxes: The rate of tax 
has been frozen at 1% for employers and 
1% for employees in 1946.
Federal Income Tax Form 1040 for 1945 
is almost identical with the 1944 form with 
the exception of some very commendable 
changes. The 1944 arrangement was ratther 
-an upside down affair. On the 1945 form 
page 2 follows page 1 in normal sequence 
and can be worked straight through with­
out twists and turns. The instructions and 
schedule headings on the form are printed 
in black face legible type that will be a 
help to tired eyes. The tax computation 
schedule for taxpayers not using the table 
on page 4 has two improvements. Income 
and exemption figures are blocked in and 
the tax items set out to the right, so that 
they may be totaled quickly. The normal 
tax computation is first on the schedule, 
followed by the surtax figures. After last 
year, one can almost look forward with an­
ticipation to the 1946 tax season and the 
use of the new form.
Military Personnel—Their Tax Problem. 
Members of the armed forces of the United 
States are being returned from foreign 
countries by the millions. Many of these 
men and women have been away from 
home three and four years. They are re­
turning to a tax tangle that bewilders and 
amazes them. Some of them are either the 
recipients of gross misinformation, or the 
victims of persons with very little knowl­
edge and too much authority for the good 
of all concerned. It is inexcusable that a 
man should be told at the separation center 
that he has only thirty days in which to 
file his income tax return after his return 
to the United States. One man had been 
away since early in 1942. His only income 
was service pay. His highest annual income 
while away was $911. He had enough forms 
in his little envelope to do a busy accoun­
tant a full day near March first. He was 
mad, and felt he was being shoved about. 
The American serviceman has been shoved 
around for quite some time. When the war 
was to be won he took it with good grace.
Home again, his tax problems should be 
handled in a fair and intelligent manner. 
The serviceman’s rights and duties provided 
by the Internal Revenue Code should be 
explained.
The first thing a serviceman or service­
woman should be furnished with is a state­
ment of wages earned, that designates 
whether the wages are taxable or non-tax­
able. Every other employer in this country 
except the Army and the Navy is required 
to furnish such statements. The service­
man’s problem may be unusual. War De­
partment Circular No. 211, dated July 16, 
1945 — Paragraph 8 reads:
“Military personnel serving in the pos­
sessions of the United States are generally 
not required to pay income tax on their 
pay for such services if such pay is not 
received in the continental United States 
or Alaska or Hawaii, and if it amounts to 
80 percent or more of their gross income 
from all sources for the period during 
which they serve in the possessions. Pro­
vision for this exemption is contained in 
section 251 of the Internal Revenue Code. 
For this purpose the term ‘possession of 
the United States,’ includes the Philip­
pine Islands, Guam, American Samoa, 
Wake, Midway Islands, Johnston Island, 
Baker Island, Howland Island, Jarvis 
Island, Kingman Reef, Sand Island, Pan­
ama Canal Zone, Pribilof Islands, Puerto 
Rico, Navassa, Serranilla Bank, and Swan 
Islands.”
“Paragraph 9—Status of Pay Accrued Un­
der Missing Persons Act.
a. The following rulings are of particu­
lar importance to servicemen who have 
been in a Missing, Missing in Action, or 
a Prisoner of War Status under the Mis­
sing Persons Act (see WD Cir. 305, 1944) 
but who have returned to the control of 
our forces.
b. The Bureau of- Internal Revenue 
has ruled with respect to the income tax 
status of military pay accrued to a ser­
viceman under the Missing Persons Act 
that —
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(1) Such pay is constructively received 
by him as it accrues and, to the extent 
that it is taxable, is includible in gross in­
come (and therefore in the Federal In­
come Tax Return) for the taxable year 
within which it accrues, rather than for 
the taxable year within which the accum­
ulated balance is actually received.
(2) In case of a serviceman entitled 
to the benefits of section 251 of the In­
ternal Revenue Code (see par. 8), to 
whom such pay has accrued while in a 
possession of the United States, the sub­
sequent actual receipt of such pay within 
the continental United States, Alaska, or 
Hawaii does not require that such pay 
be included in gross income.
(3) For purposes of section 251 of the 
Internal Revenue Code, such pay consti­
tutes income from sources within a pos­
session of the United States only for that 
period during which the serviceman was 
physically present within such posses­
sion. For example, such pay as accrues 
after the enemy removes a serviceman 
prisoner of war from the Philippines 
does not constitute income from sources 
within a possession of the United States.” 
(War Dept. Cir. 211) 7/16/45.
The two paragraphs quoted above pre­
sent a problem to service men and women 
serving in the Pacific, particularly. Men 
have served all over the Pacific, and the 
road back to the Philippines was a long 
one. They took part in invasions all the 
way, then went to Leyte and Manila. Ma­
rines fought in many invasions and then 
served on Guam and Wake. Prisoners of 
war were transferred from our possesions 
to Japanese islands. A statement of wages 
earned and the amount to be included in 
gross income should be furnished these 
men.
The Revenue Act of 1945, section 141, 
eliminates the necessity of returns being 
filed by military and naval personnel, be­
low the grade of commissioned officer, who 
served in the war. Part IV of this Act is 
quoted below:
“Part IV—Veterans’ and Servicemen’s 
Provisions.
SEC. 141 ADDITIONAL ALLOW­
ANCE FOR MILITARY AND NAVAL 
PERSONNEL.
(a) In General.—Section 22 (b) (13) 
(relating to the exclusion from gross in­
come for military and naval personnel) is 
amended to read as follows:
(13) Additional allowance for military 
and naval personnel.—
(A) In the case of compensation re­
ceived during any taxable year and be­
fore the termination of the present war 
as proclaimed by the President, for ac­
tive service as a commissioned officer (or 
a commissioned warrant officer) in the 
military or naval forces of the United 
States during such war, or, in the case 
of a citizen or resident of the United 
States, as a member of the military or 
naval forces of any of the other United 
Nations during such war, so much of such 
compensation as does not exceed $1,500.
(B) Compensation received during 
any taxable year and before the termina­
tion of the present war as proclaimed by 
the President, for active service as a 
member below the grade of commis­
sioned officer (or commissioned warrant 
officer) in the military or naval forces of 
the United States during such war.
(b) Taxable Years to Which Applicable— 
Subparagraph (A) of section 22 (b) (13), 
as amended by subsection (a) of this sec­
tion, shall be applicable with respect to 
taxable years beginning after December 31, 
1942; subparagraph (B) thereof shall be 
applicable with respect to taxable years be­
ginning after December 31, 1940.
(c) Credits or Refunds for 1941 and 
1942.—If at any time prior to January 1, 
1947, the allowance of a credit or refund 
of an overpayment of the tax for any tax­
able year beginning after December 31, 
1940, and before January 1, 1943, is other­
wise prevented by the operation of any law 
or rule of law (other than section 3761, re­
lating to compromises), a credit or refund 
of the overpayment of such tax to the ex­
tent that the overpayment is attributable 
to the enactment of this section may, never­
theless, be allowed or made if a claim there­
for is filed before January 1, 1947.
“SEC. 142. DEFERMENT OF CERTAIN 
TAXES OF VETERANS AND SERVICE­
MEN.
(a) In General.--- Chapter 38 (miscella­
neous provisions) is amended by inserting 
at the end thereof a new section reading as 
follows:
Sec. 3808. Deferment of Tax Attribut­
able to Service Pay for Commissioned 
Service and of Tax Attributable to Pre­
Service Earned Income.
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(a) Definitions — As used in this sec­
tion—
(1) Tax attributable to service pay 
—The term ‘tax attributable to service 
pay’ means—
(A) in the case of a war year for 
which the taxpayer had no gross income 
other than compensation for active ser­
vice as a member of the military or naval 
forces of the United States, the tax im­
posed under chapter 1 for such year; or
(B) in the case of a war year for 
which the taxpayer had gross income in 
addition to compensation for active ser­
vice as a member of the military or naval 
forces of the United States, the excess of 
the tax imposed under chapter 1 for such 
year over the tax that would have been 
imposed if such compensation had been 
excluded from gross income; except that 
in the case of a commissioned officer (or 
a commissioned warrant officer) of the 
regular component of the Army, Navy, 
Marine Corps, or Coast Guard, such term 
shall not apply to any war year unless, at 
the time prescribed for the pavment of 
the tax under chapter 1 for such year, a 
period of time was being disregarded 
under section 3804.
(2) War year.—The term ‘war year’...
(B) when used with respect to the 
tax attributable to pre-service earned 
income means any taxable year begin­
ning after December 31, 1939, but before 
January 1, 1942, and before the taxpayer 
entered upon active service as a member 
of the military or naval forces of the 
United States, but does not include any 
year unless part of the tax imposed by 
chapter 1 for such year became due and 
payable after the taxpayer entered upon 
such active service.
(3) Tax attributable to pre-service 
earned income—The term ‘tax attribut­
able to pre-service earned income’ means 
the excess of the tax imposed by chapter 
1 for any war year over the tax that 
would have been imposed for such year 
if there had been excluded from the net 
income for such year the amount of the 
earned net income (as such term was de­
fined in section 25 (a) (4) as in force 
with respect to such year, except that in 
computing such earned net income, com­
pensation for active service in such forces 
shall be disregarded).
(4) First installment date—The term 
‘first installment date’ means May 15,
1946, in the case of taxpayers released 
from active duty in the military or naval 
forces of the United States prior to De­
cember 1, 1945; and in other cases June 
15, 1947, or the fifteenth day of the sixth 
month which begins after the date of the 
taxpayer’s release from active duty in 
such forces, whichever is the earlier; ex­
cept that, if the first installment date 
with respect to any war year would other­
wise occur earlier than the fifteenth day 
of the third month following the close of 
such year, the first installment date with 
respect to such year shall be the fifteenth 
day of such third month.
(b) Extension of Time for Payment— 
Upon application with respect to any 
war year made prior to the first install­
ment date, and under regulations pre­
scribed by the Commissioner with the 
approval of the Secretary—
(1) the time for payment of an 
amount of the tax under chapter 1 for 
such year which is equal to the tax at­
tributable to service pay for such year 
and which has not been paid before the 
filing of such application; and
(2) The time for the payment of an 
amount of the tax under chapter 1 for 
such year which is equal to the tax at­
tributable to pre-service earned income 
for such year and which has not been 
paid before the filing of such application, 
shall, in lieu of the time otherwise ap­
plicable, be as follows: one-twelfth there­
of on the first installment date and an 
additional twelfth thereof every three 
months thereafter until such tax is paid.
(c) Suspension of Period of Limita­
tion provided in section 276 (c) (re­
lating to the collection of the tax after 
assessment) in respect of any tax the time 
for the payment of which is prescribed 
under subsection (b), shall be suspended 
for the period beginning with the date 
of the filing of the application under 
such subsection and ending six months 
after the date prescribed therein for the 
payment of the last installment of such 
tax.
(b) Refund of Interest Paid.—Any inter­
est paid prior to the date of the enactment 
of this Act with respect to tax attributable 
to service pay for any war year, or with re­
spect to tax attributable to pre-service 
earned income for any war year, shall be 
credited or refunded if claim therefor is 
filed with the Commissioner prior to Janu­
ary 1, 1947.”
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